Rooms Aplenty, Hotels Make Way for Homes, Offices

Oversupply and high financing costs force developers in many Cities to convert projects into residential or commercial properties
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A massive oversupply situation i mar.
kets such as Chennal, Hyvderabad and
Pune is pushing several hotel developers
o convert their upcoming projects inio
residentialor commenrcial properties,

The proposcd The Oberod loeany horel in
Hyelerabad, for escunple, has been put on
the backburner and the developar ismull-
ing over altermate use of the project as a
commercial centre. an industry expen
gaid. “The manrket 1971 promising the pro
jected average room revenues (ARRs) of
TIa000 a night, which hasled 1o the devel-
oper o rethinkthe project.” said an indus
try expert, who did not wish to be named.
The developer, Maha Hotel Projects, how-
ever, denied any such development.

In Chenmail, meanwhile, Viceroy Holels
g0l itsW Marviott hotel vo local develop-
e Ceebros. which 15 now pulingdown the
unfinished structureto build apartments,

Industry insiders say the oversupply
situation that has impacted hotel oocu-
pancies and room rates has foreed sever
al developers to re-work thelr projects
and opt for cotwersion.

According o an ndia Ratings and Be-

searchilnd-Ra) reporionthe hotel indus-
v there i an increasing muanberof pro
ject= being shelved in the hospi [;ﬂit!.-‘
sectoras of 20and hotel companies are
delaving and shelving new  projects
(A 5-50 % ddue to the prevailing econom-
ic downturm and inereaszed siress levels.
“Lower liqguidity and rising financing

costs, longer stabiliza-
— tion pericds along with a
Anind-Ra ri=e inconstruction and
report said land cosis are making
delay in hote]l projects unviable,”™
obtaining thereporisaid.
clearancesis Achin Khanna, MD of
amajor factor consulting and  valua-
inslkowing Hon practice at hotel
downofhotel consulting firm HVS
projects South Asia, said a lot of

developers  like DLE

Emaar and Unitech entered the hospital-
ity space inthe late 000s and, nconjunc-
tion with hospitality management com-
panies, announcad a number of projects
which have not been actualised.
Experissaid that ssveraldevelopersen-
tered the hospitality secton, lured by the
higher floor space index (FS1) that hotel
projects wers granted when compared 1o
resident ial or commercial properiies.
"However, after the projects were an-

nounced, developers started to realise
that hotels requirea locking inof capital
for longer periods (3-7 vears) which
wouldn'tgive returns as high asthe sale
of residential apariments,” said Mudas-
sir Zaidi, national director for residen-
tial agency at real estare consultancy
Knight Frank India.

Inadditionto this, mostdevelopersdicd
nottake intoaccount the et that valua-
tionof hotels is based on business rath-
¢ than real estate, which is higher “5o
thers was a difference in valuation
when theowners wanted to =2l the pro.
jects,” Zaidisaid.

The Shangri-La hotel project in Banga-
lore, being built by the Adarsh Develop-
ers, v.1-:-.-11|:1Hm?:|Tf!twl‘fﬂrir-fl:@"?ﬂﬂ Bt
it has not been com pleted vet, “The devel-
oper iEwaiting for the marker comditions
to improve,” 2aid an hotelier whodid no
wish to be named. Anemailquery senito
the developer did notelicit any response
till Tuesdavevening.

The Incl-Ra report gaid delay inobtain-
ing clearances is a major factor in slow-
ing down of hotel projects. [t estimates
that 80%, of the new projects announced
by value) have been stalled over finan-
cial years 2012 and 2004,

Fxperts said a hotel project ocsts four

times the value of a residential o com-
mercial project. Inaddition to this. the re-
furm on irvestiment is not lucrat ive,

“Theretuwrnon investiment inahotelpro-
ject is around 4% 6%, whereas comner-
clal projects give retirnsiothe tune ol@ %, -
10%6." said Privakant Amin, director at
Convention Hotels India. According to
Amin, hotels, as a class of asset, have be-
comeunsustainable dustothe higher rate
of interestand short term enure of loan,
which creates pressure o the cash fows,

Anupsecale hotel praject by Emaar MGF
i1 Kochi has nol seen any progress sinee
20010, While the developer was in early
talkswith Canadian hotel chain Four Sea-
sons, the project has been ina limbo, An
email query sent 1o the developer did not
elicit any response Lill Tuesday evening.

Many developersare resorting to alter-
nate useofl hall-done hotel projecisinct-
ties like Chennai, Bangalore, Hyderabad
and Pune, where [lexible land-use norims
allow project plans to be altered, “Some
of the projects have been changad Tor
mixed use ineities like Hyderabad, since
they are looking tor alternative revenue
sireams,” said Ashish Jakhanwala, MDD
at SAMH I Hotel Investiment.
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Projects Hit by

Oversupply a

A hotel project costs four times the
value of a residential or commercinl
project. Inaddition to this, the returm
on imvestment is not luoetive

Some of the hotels affected by massive

oV ersupply situation:

SOLD: JW Marriott Chennai by Viceroy

Haotels

STALLED: Planned upper-upscale hotel

by Emaar MGF in Cochin

ON HOLD: Shangri-La hotel project in
Bangalore by the Adarsh Developers
STALLED: The Oberoi Hyderabad project

by Maha Hotel Projects



